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conomic ecovery Under Way os" 


Busi ESS recovery was marked in the second half of the 
vear, following promptly after the rece ssion bottomed out 
during the second quarter. By the end of the year, the 
physical volume of national output had regained its previous 
peak and the value in current dollars was higher. 

With the second-half advance in business activity, gross 
national product for the year 1958 nearly matched 1957 out- 
put in dollars, and was within 3 percent of it in real terms 

In the 1957-58 recession, the sharpest of the three expe- 
rienced in thi pasl decade, the economy again displayed 
strong resistance to deflationary Although weak- 
till apparent in some markets at vearend, the 
1959 on the rising phase of a 


force s 
nesses art 
enters 


national conomy 


evclical movement. 


Dimensions of the recovery 


The upswing in demand during the latter part of 1958 
carried GNP to a fourth quarter annual rate of $453. billion. 
This was $26 billion above the first quarter low, 
and $7% billion higher than the prerecession peak reached the 
summer before 

This $7% billion rise was associated with an upward move- 
ment in prices of final products. In real terms, the overall 
pace of production about matched that maintained during the 
four quarters which preceded the downturn of late 1957. 

The price advance occurred mainly during the downward 
phast of the b isiness cycle. The price level having shown 
relatively little change in the second half-year, virtually 
the entire 6% percent recovery in the value of GNP from 
the recession low represented gains in the real volume of 

2 ) 


output See chart on page < 


Fiscal and monetary setting 


Fiscal and mone tary factors operated to sustain the econ- 
omy during the first half, and played a significant role in 
the co irse of the second half also 

Fiscal developments, as stressed in the Survey during the 
the current flow of purchasing power 
shrinkage of earnings which 

ihe produc tion drop. This was reflected in the 
consumer market by a series of quarterly in- 
from throughout the 


vear, helped maintain 
rs despit the 


to consul 
accompank 
$990 billic 

aside autos 


creases irchases 


veal 

~ Income w: 
of unemployment 
curity payments 
dividends at close to the same rate in the first 


earnings approximated $32 billion at an- 


s protected mainly through an enlarged volume 
Insurance benefits and other social se- 
Contributing also was the disbursement 


ol corporat 


the prerecession peak when profits had 


Al ictins of 1958 


been higher by more than $10 billion. The impact of this 
reduction in profits was divided about equally between gov- 
ernment revenues and retained corporate earnings. In the 
particular economic setting in which they occurred, these 
declines seem to have had little effect on rovernment of 
corporate demand. 

Reflecting these stabilizing elements, 
stopped $10 billion short of matching the percentage decline 
of GNP from peak to trough. In the subsequent recovery, 
dividends continued essentially stable despite the rise in 
profits, and transfer payments leveled out though remaining 
as a substantial factor in consumer buying power throughout 
the vear. Thus, the flow of disposable income was stabilize d 
during the upward phase of the cycle also, with the differ- 
ential movement again amounting to around $10 billion. 


disposable income 


Credit policies 

The second half of last year also contrasted with the first 
in respect to the monetary and credit policies of the Federal 
Government. During the business downswing, steps we! 
taken to ease the supply of bank and home mortgage credit 

In the field of bank credit, the monetary authorities cut 
discount rates and reserve requirements, and engaged in open 
market operations which offset the effects of a substantial 
flow of gold abroad. Under these circumstances, concern for 
liquidity as such never became an important factor in th 
business downturn; the liquidation of inventories and trade 
credit that occurred was a reflection of the changing demand 
picture rather than of financial stress, and proceeded in an 
orderly fashion which left property values firm 

To ease home mortgage credit, restrictions on the eligibility 
of loans for yovernment insurance and vyuarantees were re- 
laxed, and $1 billion was made available for the support of 
the secondary mortgage market Both these st ps served 
to reassure lenders as to the liquidity of loan portfolios, thus 
In addition the easing of eligi- 
bility requirements increased the number of potential bo 
rowers; and the purchases made in the secondary market had 
a direct effect in freeing private funds for the acquisition of 
new mortgage papel 
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of residential mortgage lending 
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the demand for goods fustries 
with the rendering of 
tinued thet is growth. 

By type of income, the pattern of last veai 
been broadly similar to that experienced in the recovery phas« 
in The major increases have be nin 
payrolls and in profits. Matching their relatively sharp drop 
when business was declining, profits have shown a 
in the second half. 
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SURVEY 


owth trends as well as to the expanding flow of income 
\utos rel a question mark for 1959. Sales to final users 
of 1959 cars have through January been higher than those 
earlier, but the overall strength of demand 
is not vet clear. 


recorded a vear 
for 1959 car 


fable 1.—Key National Income and Product Data, 1957 and 1958 
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Gross national product in constant 
(1957) dollars 140.3 


Implicit price index 100, 0 


Gross national product 140, 3 


National income 





Disposable personal income 





construction activity, now above the 1955 
higher as work proceeds on the 
ecord volume of new starts reported for recent months. 
1958 has conformed to that of earliet 
hat housing demand responded on a con- 
ale to shifts in the availability of mortgage credit. 

nded period, of course, this market depends 

the main on more basic factors. 

usiness demand is clearly an expansionary 
the situa I i Tat ibs inventories are concerned, In all 
previou experience, when heavy liquidation has 
tapered terminated as it did toward the turn of the 
r to accumulation has followed. This observed 

has occurred against a background 

final demand in each ease. 

; outlays for fixed investment have not yet shown 
of recovering from the slide which ended around 
Programs reported late last year for the current 
quartel licated little increase The 
recent upswing in profits and ge neral business activity may 
to influence 1959 plans, which will be covered in 
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nployee compensation increase further 

I cle ral expenditures depends upon Cor 
the Budget for the fiscal year whiet 

The President’s Budget message sent to 
nth conte mplates little increase beyond the 
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CURRENT 
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interest peyments and grants-in-aid 
to the States are budgeted to rise somewhat from present 
levels. Federal disbursement of loan funds under the 1958 
Emergency Housing lct and othe programs 1s to Lapel off: 
the reduction in total expenditures proposed in the Budget 
reflects largely the decline in such disbursements. 


payments. Subsidies 


Income and Purchasing 


The dollar flow of purchasing power to consumers estab- 
lished a record in 1958, a moderate decline around the be 
ginning of the year having been more than offset by advances 
since last spring. 

Nearly all of the income swing reflected changes in earn 
ings of labor and of business proprietors, which are closely 
tied to current rates of productive activity. Dividends and 
interest were about stable. The counter-cyclical rise in 
Government transfer payments moderated substantially the 
impact of the production cycle on consumer purchasing 
power; these payments remained high through most of the 
year. 

Mirroring the disposable income, consume! 
spending rose 2 percent to a record $290 billion for the year 
The increase from 1957 about matched that in prices; the 

eal volume of consumption was unchanged 

Expenditures for most types of goods had dipped with the 
contraction of income toward the end of 1957. Services 
continued to expand in this period, however, and nondurables 
spending resumed its advance as 1958 opened Durable 
goods buying remained low through the first half and reco. 
ered only partially in the second 

Among the major consumption items within these broad 
categories, the drop In autos Was conspicuous; the recession 
was also apparent in sales of household furnishings and 
equipment and in clothing. The food purchases 


course of 
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machinery industries and in several groups ment purchases was particularly heavy. Spending by non- 
roducing construction materials were much less sharp rail transportation companies was reduced only moderately, 
(mons e nondurables, decreases of around 30 percent and large programs for jet-aircraft procurement by airlines 
curred the textile, paper, and rubber industries and in are a major feature of the equipment market 
pe troleum companies’ cutback was the Only limited fluctuations oecurred in the markets served 
lustry in the postwar period and the first by the public utilities and the commercial group. These 
( il well drilling bore the brunt of the reduction industries continued their programs of expansion to provide 
‘improved demand and inventory situation in the latter for the growth of demand. Electric utilities set a new record 
rt of last year was a favorable element in the investment for the year; investment by gas companies was scaled down 
outlook early in 1958 but resumed a sharp upward trend by mid-year 
\anufacturers of consumers’ soft goods, enjoying a fairly Suburban development was a factor in maintaining trade 


trol Bit 


vell mainte ( | demand for their products, made the smallest firms’ outlays close to peak rates 
itive I ons among the nondurables. 
Inventories contribute to business swing 


Investment outside manufacturing Business inventories were reduced $5 billion in 1958 fol- 
; ; lowing an accumulation of $1 billion a year earlier. Meas 
and mining industries, having shared the ured from the third-quarter 1957 peak to the first-quarter 

rience of manufacturers, reduced their capital 1958 trough, the swing was much large 
tantially last year. The cut in railroad equip- Liquidation of stocks began in the fourth quarter of 1957, 
after a period in which demand for a wide range of products 
had ceased to expand or had weakened and government and 





private orders and other forward indicators of business had 


. *. 
Swing in | 
g turned unfavorable. Final demand being relatively well 


MANUFACTURING AND TRADE maintained, the adjustment of inventory holdings proceeded 
Lal rapidly and in orderly fashion tn the first and second quarters 
INVENTORIES of 1958 In the second half of the vear the business situation 
firmed and improved, and inventory liquidation tapered as 
production Wis stepped ip to service an increasing portion 
of sales The accompanying rise in earnings reinforced the 


business recovery. 


Durable goods inventories 


The pattern of inventory adjustmy nt reflected the overall 
business swing not only in timing but in product and industry 
composition as well. Liquidation centered in holdings of 
durable goods and, by industry, in manufacturing. These 
characteristics emerge clearly from the acc ompanying ¢ hart 

The reduction of inventories in the durable goods manu- 


was concentrated industrially in 
MANUFACTURING Table 2.—Expenditures on ew Soe ae Equipment by U.S 
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off on ly slightly for the vear. 


Government financing 


ces in receipts and expenditures vave rise to thie 
on income and product uecount which is 
irl 


the accompanying chart and which, in 
apital markets 
he distribution of the public debt and gwuarat 


owner group are summarized in thi 
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below (Clearly reflected In the ban] ] 5 Io! early 
are the easy money policy pursued tf Federal Res 
and the reduced credit needs of rivate business 
wing seen mm the nonbank total ( largely fror 
seasonal hiquidation of corporate | vs tO pav pr 
taxes in the first half The seasonal bulge of tax 
n this period also explains the concentration of 
hnancing in the second half Ove 
increase in bank holdings about n 
debt 

As! le from changes 1! fisc al posit 0 the Federal (rover! 
ment influenced the economi previ last vear with acti 
monetary and credit policies 


To counteract the business dow! yr the monetary a 


thorities reduced discount rates and reserve requirement 


several times in the early part of ear. Open market 


operations were conducted on i iit approximately ( 
setting the monetary effects of the ¢ outflow which reache 
a peak during this period 

As the veneral economic situatio iproved in the secor 
half discount rates were grad ally rais The memibe 
banks’ free reserves, which hac luring the first ha 
with the easy money policy ar t! lessened business ce 
mand for credit, were lkewtss d to fall back towar 
their mid-1957 position \larg equirements, lowered earl 
last vear, were raised again ; market prices and 
tivity increased, and by vearend ‘ 1 0 percent 


Steps taken to ease ! " l credit are de 


( lsew lhe re 


Implications of new budget 

Detailed expenditure proposals and estimates 
receipts shown in the President sudget messag 
Tress last month can be translated ational income 


product terms The budget out ) will remain 


ter 
pe nding Congressiot al netio on tl { ) oposals ol « 
and mav be altered thereafter a l infold 

Potal spending on income and pro ict iccount is buds 
to stabilize this vear at a rate not far above that reas 
at the end of calendar 1958 With receipts estimated tot 
sharply as the business upswing continues, elimination of 
deficit is implied 

The annual rate of outlays for goods and services 
the first half is indicated to be around $55 billion, o1 
more than in the quarter just ended This estimate 
for a limited further rise in national d s¢ outlays 
the total of othe purchase hok even as Commodit 
Credit Corporation spending for the ipport of farm price 
tapers 


The subsidy category ol Federal ¢ ditures is expect 


d 


if 


| 


a 


to rise in the first half and decline he second, reflecting 


shifts in the farm atid program and a proposed mcrease 


postal rates OMutlavs for | mployment compensatio 


Shifts in Bank and Nonbank Holdings of United States Securities* 
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ould de eff al transfer pay I The spurt in exports depicted in the lower panel of the 
accompanying chart contributed to tl ipward phase of 
domestic business activity in 1956-57. The slide which 
followed was one of the factors instrumental in precipitating 
ul interest ¢ ils vhat he downturn here, and added to its intensity 
All majo f | n dgeted The swing in foreign demand stemme cevclical 
crease on ti ol I ISI! etivity ‘on movements of business activitv abroad, as ell as the Suez 
tributions f{ ( refles dai 1e crisis and other special factors, and affected a wide range of 
rate inerea an er ma im taxable earnings American industries serving the export market directly or 
Which beear le indirectly 
The accor table these anticipation Import demand has been sustained during the recession by 
for the fi 959-6 I f thi and ad- the relative strength of the markets here for a number of food 
ministrative ( t! nacvior income and products and by the erowth of demand ior certain foreign 
product” ba cash expenditure tota nelude manufactures, including autos in particula 
Dbursement at yuu pl i iis ted above 1 The upper panel of the chart shows the movement of net 
economic effec f these ra ach i peak late last exports and the manner in which funds to finance them have 
ear and are « thy dechinu lajor point of been provided U.S. Government cash grants have been a 


147 
itl 


CLUTeCrenee | 


for GNP comparatively Sta le source of dollars ur foreign cus- 
purposes { n t corporate pro taxes i tomers In recent vears, amounting to about billion an- 
collection ] t wcrua 1) ‘ 1 da ) nually The remaining balance has el overed by U S 
tax collection Taal hort { weru net foreign investment capital adval I American 

corporations to thei foreign affiliates, an 5. acquisition 
Exports dec line ol property rights generally, less analogous flows of foreign 
capital 


ore Irth cle 


of the rece 


recovery. hadi | siti Changes in Structure of Income 





The market shifts reviewed above 


Foreign Trade and Finance product pattern of output. The den 
fell sharply and recovery 1s still 1 
Net exports, financed by cash grants and ables, the decline was much mild 
U. S. investments abroad, contracted... . more than made good. Services ha 


rowth trend throughout the period 


carried national income above $360_ billi 
1957 total—and have led to marked swin 
in the type and industry structure of the 1 


Shifts in income types 


Durable vOOd production ts largely by orporatls b isiness, 


and the particularly evere curtailment u tput of these 


voods was mirrored in the flow of income 


I corporations 


Compensation ol corporate employees If billion, at 
annual rates, from the third quarter ol 957 t the low 
pol early last veal Corporate profits SWinging widely 
with the short-term change in demand, expert an even 


larger fall Reflect partly an improvemen 1 durable 
roods demand and partly record sales of nondurables, cor 
porate business recovered in the second half of 1958 Mirror 
{ 
} 


ie 


the pattern that had characterized the downswi 
os exports fell after 1956-57 spurt “ase Was aS USUal Very sharp In the case ol profits 
Payrolls have displayed pronounced re tance to defla 
tionary pressures in the postwar period Wage rates held 
even or advanced throughout the recessio1 veriods and 
employment fell off substantially less than did production 
volume overall The effect of these tendencies 1s aug 
mented by a shift which has occurred in thi composition of 
thre work force Over the postwar period there has been a 
ignificant increase in the proportion of 
he total, and both the tenure and the 
vorkers have characteristically been slow 


YUSINESS actly 


Seen from the standpoint of rotit 
| | 
payroll struct e make for difficulties 1 
fluctuations in business. The extraord 


reciation allowances and other item 
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recent ve s has likewise operated to make profits more sen- 
sitive t nges in sales volume 

The swings in corporate payrolls and profits were respon- 
sible for the major shifts in the type distribution of national 


income 195S This distribution also showed the 
effects of advanes In 
ie former are measured by the compensation 
employees and the latter consist primarily of 
the net neome of farm proprietors Together, these cor- 
porate and noncorporate developments left profits down 
somewhat lO! last year as a whole, employee compensation 
virtually unchanged, and proprietors’ net income above 
1957. Interest income continued to advance. 


earnings from government and from 
agric ultur r 


of government 


Uptrend in wage rates 

Employee compensation totaled $254 billion in 1958. 
Karnings in goverament were $3 billion higher than the year 
before With the business recovery still incomplete, total 
compensation of private employees fell a little short of 
1957 total. 
sponsible for the decline in private payrolls was 
loyvment The average length of the work week 
was also dow a little for the vear, showing the recession 
influence a vell as the ceneral postwar trend. 

Cou balancing much of the combined effect of these 


reaching 
Chiefly 


reduc ed el 


two facte vas a continued rise in average hourly earnings 
This is reflected on a year to vear basis in the final column 
ich Shows average earnings per employee up Z 
percent les] e the reduction in hours The advance is seen 
to have | industrially widespread, extending to every 
Major group Ine reases, however, were generally 
less than tl recorded from 1956 to 1957. The slowdown 


of tabl 


would 
pay increases initiated in 1957; for much of last year the 
of labor was adversely affected by the 
Despite these 

eported month-to-month changes in average 
gs during 1958 were preponderantly upward. 
private industry averaged 44.8 million in 
vear before See 


barga I 
sneral uncertainty of the economic outlook. 
circum 
hourly 
Emp! yment 
1958, as compared with 46.6 million the 
tables 4 and (s usual in the early stages of an economic 
upswing tiie 
fallen short of the expansion in output. 


pace of reemployment since last spring has 
The advance in the 


lable 4.—Employment in Selected Industries 


nally adjusted] 











more marked but for the spillover effects of 


CURRENT BUSINESS 9 


latter has reflected a marked increase in industrial efficiency 
as the rate of capacity utilization moved toward normal, and 
there has been some recovery in average hours worked p: 


week. 


Profits, taxes and dividends 

The sharp fluctuations in corporate earnings have been 
reflected in vary ing degree it} the disposition of these earnings 
among taxes, dividends and retain d net mcome., 

The accompanying chart shows taxes and after-tax profits 
to have shared about equally in the swing of the pretax total 
The recession cut profits after taxes from a $22 billion annual 
rate in the summer of 1957 to $15 billion in early 1958 
Profits taxes fell by a like amount With the second halt 
recovery, much of the decline was cancelled in each case. 

The flow of purchasing power to consumers was scarce! 





Employment in Nonagricultural Establishments 
Partial recovery since spring 


Million 
56 





All Employees 








44 





Principal changes were in goods production 
and transportation 


Manufacturing, Mining, and 
Transportation 
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Other employment fluctuated little 
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Major Industrial Division, 1956-58 
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ured in tern 
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up counter-cyclically in response to 


deve lopments reviewed elsewhere in th 
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to the swing 1n general 


turing, most 
less sensitive 
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the produ tion of durable items, but a 
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to final purchasers The relative stability of 
the latter flow helped maimntam activity in nondurable goods 
production—a1 wholesale and retail trade as well—ast 
veal 


Price Developments 


tha advances in the 

t vear stemmed mainly from an upswing in 
outpul The final-product price index 
stable since its 3-vear advance tapered 


quarter-to-quartel 


been important shifts in the structure of prices, 


Wholesale and at retail These changes 
referred to as contributing to GNP develop- 
~ immarized as follows 


price index 


the average continued to move up in 
then leveled off as declining food 
lvances elsewhere At vearend the 

Index Was 2 percent higher than a 


price index was up by 


nal 


a sim lat 


table brings out 
ments 


major characterist 


coods and services, prices of servi 
that has characterized their move 

rs. The rise during the first half veat 
aL vuugh of the recession, was larger than that 


period with under way; 
ascribable to the increase in early 


moe! 


hiefly 


Dec 


=i is ¢ 


recovery 


sportat 
that 


as 


rates 

food dipped somewhat in the first 
business activity expanded i! 
register a small net increase for the vear 
na irable 


} 


the 


nonfoods showed a nominal net 
rise fell short 
which lower fuel prices played 


i 
al 


second-half price 
il 

apparel group price 
lf and recovered virtually all.,of the drop 


madex 


dominated by 
cl 


dl rable s were 


ese followed the 


and 
al 


{ 
ro 


new 
laracteristic sé 
half vear as the tims 


wSsoOtr 


lor il 


lirst 
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6.—Consumer Prices 
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1] 


ducing new models approached and of upturn in the last half 
as the new models replaced the old December 1958 prices 
of new cars were 6 percent above those of December 1957, 
while prices of used cars were 9 percent higher. Durables 
other than automobiles were unchanged for the year. 


Wholesale price changes 


The all-commodity wholesale price index showed even 
greater stability in 1958 than did the consumer price index 
and for the same reason 
agricultural and 
each other The December 1958 
49=100) was up 0.6 percent 
figure, with prices in the 
fractionally above and below that | 


divergent changes in 
largely offsetting 
119.2 (1947 

December 1957 
months moving 


namely 

nonagricultural prices 
index 

the 


ine 


at 
above 
interven 


vel 


Wholesale Prices 


Index, 1947- 49=100 
140 . 
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ample i r eX cot 


supplies were 
price supports prevented 
During the d 

prospective supplies Xe 


tol Crovernment 
or | 
half 


‘ried increa r do 


mit 

actual or 
nward pressure, 
and agricultural prices in December were 4 percent below 
the spring hig! fraction 
average The agricultural raw emimanufactured 
materials index in that month st« 1947-49 = 100 
or somewhat below the December 1957 number while the 
agricultural dex was 107.4 
higher 
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recession | ( lel tle if any ring the recession and 
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Other 
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torle 
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ment 
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Table 1-5.—Gross National Product or Expenditure, Seasonally lable I-18.—KRelation of Gross National Product, National Income, 
Adjusted Quarterly Totals at Annual Rates, in Constant Dollars, and Personal In . Seasonally Adjusted Quarterly Totals at 
1957-58 Annual Rates, 19: 








Gross national product 7. 95. b 7.5 8. 7, Gross national product 153.0 


Personal consumption expendi- 
tures 


Gross private domestic invest- 
ment 


Equals 


Net exports of goods and serv- 


ices 


Covernment purchases of goods 
and services 


Equals: 














Table I-9.—National Income by Type of Income, Seasonally Ad- Table [1-2.—Personal Income and Its Disposition, Seasonally 
justed Quarterly Totals at Annual Rates, 1957-58 Adjusted Quarterly Totals at Annual Rates, 1957-58 





Rental incom 


Personal income 


f persons 
»rporate profits and inventory 


valuation adjustment 








Disposable personal income 


Equals: Personal saving 
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ane Distribu fion 


M - 
J Os] proauctio fil ! DULIO ( I conformed 


broadly to the curve eral DUSII 3 QF The main 


divergence na ¢ in) thie Ktel thie iecline and of the 


subsequent recové through the 


pattern of new orde! \ manulacturers 
Early in 1958, new. orde placed 


reached then low and then rebounded with ibstantial vigol 


manufacturers 


For manufacturing as a whole, the rise 1n incoming business 
averaged more t percent a } ith from Mareh through 
December 1 rabl \ ere tl eced ae " had 
been sharp, new contracts in December were one-fourt! 
higher than at the mont ar Expar ded 
defense contract placement ited the ntu or the group 
but graduall o | 
civilian ordering ng 
orders stemmed rely 
durable and nondurable good 

Within the durable goods 1 
and building materials produ 
centage advanc new orde! 
three-fifths and two-fiftl respec vely business 
in December fo transportation ¢ ipmMmel 1 fabricated 
metal produce! was al fifth hiect f . 
winter low For electrical mac! erv the co ponding 
of this group 


out Aa 


was but a tent! lLloweve! 


is one of the tre est in manutacturi as it experienced 


only a moderate diminutior 


decline and t \ 

The improvement about 15 percent : placed 
with nonelects uo ner manutaetu va «tremely 
moderate in vi of the rp tracti rders for this 
group from the pe vb had been reached as early ¢ hie 
summer of 1956 he relative lu orde ituation fo1 
these producer Ol dustrial 3 1 other ypes ¢ 0 lectrical 
machinery reflect for 
producers durab 


Decline in bac klogs reversed 


The reduction ( CK son ma ilact Cl books, which 
had begun in Decem 1956. ended about mid-1958 The 
advance since then has been very moderate is characte! 
istic of the earl { ( a evelica iptul Che metals 
electrical machine nl yuna rial Industries 
accounted for ¢ e in backlogs du { r nd halt 
For electrical MACHINE Vv the mpl ven rit wht end ot 
1958S unfilled orde ' eal o t n all othe: 
durable voor ( backlo ere ) vy December 
1957 thre aaitl or ) Viie mnountin to 
$4 billion 


14 








Manufacturing Production 
Decline and Recovery in 1958 


Index, 1947~49=100 
130 [ ie — 





Some industries, chiefly nondurables, 
reached new highs by yearend 
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Most durables declined sharply and only 
partly recovered 
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End of December backlogs of transportation equipment 
and nonelectrical machinery companies were a little under 
the mid-1958 totals Easing in the volume of placement 
of defense orders combined with increasing deliveries on 
maturing defense contracts account for this situation in 
aircraft and other transportation equipment companies. 


Patterns in 1957—58 


The patterns of change in the 1957-58 cyclical swing in 
business may be illustrated by an examination of the move- 
ments iles in manufacturing and trade 

nondurable goods manufacturers as a group 
dechi moderately ar oractically all the ground has 
been overed. The delayea pickup in auto sales at retail 
general slow recovery at wholesale were 
the lag in durable goods sales in 


sales 


and ( rathe! 
mainly responsible for 
trade channels In both retail and wholesale trade 
nonad rable voods establishments were down only a 

yunt from the 1957 highs and the subsequent 


brought new dollar peaks 


urrents by industries 


demand did not revive until 
and during much of 1958 a 
Sales of the 


omobil industry 
onths of the vear 
cradual reduction in inventories took place 
group of industries affected by plant and equipment expendi- 
tures dropped in the first half and leveled off during the 
latte art of the vear 

which 


struction mdustry displaved a pattern 
msiderably from that of other major industries 
the industry important subgroups have reflected 
Construction activity. in 
uthough in real terms the total was 
me Housing which had weakened as early as 
ed strongly last vear to reach a rate well above 
vear before. Private nonresidential construction 
with the drop centering principally in 

construction Public construction, especially 
nd highwavs, continued on a rising trend 


ments L958 was 


nh 1957. 


1958, 


he othe important exception to the dominant 
pattern of the past year was agriculture By a 
sual combination of circumstances a sharp ex- 
farm output was accompanied by a substantial 
m income. The rise in production was chiefly in 
cl received government price support, whereas 
marketing occurred in livestock wher the 
of demand is such that more than proportional 
ensued under generally sustained consumer 

r differences were evident—farm inventories 
while nonfarm stocks were reduced; price 

also generally contrasting, with farm prices 

in the vear and declining toward the yearend. 


Industrial Production 


ction advanced steadily beginning in May, 
substantial recovery At the vearend 

chth above the April low, less than 3 per- 
February 1957 high month, and only slightly 
verage of 1957 The pattern of recovery was 
mage of the decline, and so there were dif 


position of particular industries In comparison 


( 
mid yedG 


improvement in basic demand, the slacl 
iors liquidation tended to bolster o itput 


alf of the vear. 


For 1958, the decline in industrial production from 19457 
as measured by the Federal Reserve index, amounted to 6 
percent, about the same year-to-vear reduction as in the two 
earlier postwar recessions. Of the major groups, all but lum- 
ber, food, and tobacco products registered vear-to-vear de- 
creases. The reductions from 1957 were sharpest in the 
durables and particularly in the metals and metal fabricating 
For the nondurables, output of most industries was 
In contrast, output of nearly 


lines. 
at a new peak in December 

all of the durable goods and 
vearend was still considerably below the earlier highs. 


mineral industries at the 


Vaterials output lower 


Reduced demand and relatively high inventories at the 
beginning of the year kept plants producing raw and sem 
finished materials operating below available plant capacity 
in 1958 An essential part of this picture however, 1s that 
manufacturing capacity has been expanding rapidly in recent 
vears In 1958, for example nearly 7 million tons of steel 
and close to 4 million tons of pig iron were added to the 
Nation’s iron and steel making facilities; about 400,000 tons 
of aluminum, 30 million barrels of cement, and over 120 
million pounds of noncellulosi fibers were added to produ 
tion capacity Additional capacity for the 
materials is scheduled to be comple ted and uv operation thi 


production of 


yea! 
The production pattern in LYSS aried widely with the 
aterials registering the 


evelically sensitive durabl u 
Following ‘ 


steel produ tio! 


more 
sharpet reductions Ce} tionally low operations 
in the first 4 months 
the recovery moved at a steady pace during the re maimader 
of the veat In mid-December, steel mills were 

at 75 percent of rated capacity, 3 l r the month turnee 


turned upward ana 


operath cr 


out 8.7 million tons, more than half again as much as 
April For the vear as a whole 
and castings aggregated 85.3 m 
below 1957 output 

With demand broadening hot! 
tion and for replenishing inventori the expansion of 
production continued in the first 2 nths of 1959 Opera 
tions in January averaged 74 perce! he enlarged capacity 
as of January l 1959, equivali t to oy 9.3 millon 
The turnout last month was at an annual rate of 112 million 
1955 volume iT) 


on of steel mgots 


about one-fo 


mmediate consul 


tol 


tons, only moderately below 


Table 7.—Industrial Production 
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February, the rate « y § ( ent of Decline and recovery in autos 


enpacity 
Kor non also well Assemblies autos totaled 5.1 million 
below the pre cutbacks passenger Ci and 872 thousand trucks 
and a some eductions below 1957 a he lowest since 1947 
in refinery coppel duction cutbacks began early in the year 
mounced | 


and alumu rop in demand, and the curtailmer 
for lead and ( I { itput of ir uarte when operations are 
these metal i i lmnt ’ omewhal model changeovers 

later thar iO ( rt pi ruclior Production of the 1959 models did l Vol 
final 2 months of e veal Decembet 


1mme pro- 


advanced cor 14 0 ih! ih portions until the 
with the me ! assemblies of close to 600,000 units—an a ial rate of about 
Refined ce te I ut Ippis mana 7.2 million—were the highest for the ve: ind well above 
al 
Lt) 


nd Iro1 \ feature of the domestic passenge! 


position led the same month of 1957 


producel 
| 


181.000 to t of I! | ( i prod 


COTS vas the volume sales of import d foreig 
ventories i ( i [ { Perativelry consumers totaled around 380,000 units 

high in relatior ycurrent | 957 volume, and accounted for roug 

In contrast, sales o 


domes 


Governm nonterrous metals | Unie i total U.S. car marke 


t 
Shoe kpile cont a I ‘ vi Cs Cur as dueed cars decli ad nearly one-third lotal in port 


pared with 1957 © Son b high eT Coppel oe. and trucks exceeded U.S. shipments abroa 
hecause OF the velVv | pri revi gyda g¢ most on record 

of thre Veu! i 

ebly smaller for ad ane 


these two met erminated in the 


COl side! 


contracts for = . 
Expansion of household durables 


Producers durables (Consume! expt nditures for housel 
T f | 4 goods in 1958 we re only fractionally below 
ee ar a ies _ reached a low in April and recovered 


output ol ate e durable on ote er I race perations towards the 
This —. l : IStt togetie Vill ae ry eval rhest for any ionth since early 
wae Paruce -ubs Prcgestay A ge gdh ren Se Jace — iten hared in the advance. Output 
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rapidly thereafter. By the closing months of 1958 
the seasonally adjusted annual rate of expenditures was 
running some 7 percent higher than the total for the year 
as a whole, and the same relative amount above a year 
earlier. : 
Construction costs continued to rise; the Department of 
Commerce composite index of costs in 1958 averaged almost 
2 percent higher than in 1957. Last year’s price rise con- 
trasts with increases of 4 and 6 percent in the 2 preceding 
when demand pressure was considerably 


recover’ ad 


years, overall 


greater. 


Advance in residential outlays 


Last year witnessed an extension of the recovery in private 
residential expenditures that started in the second quarter 
of 1957. Outlays for the year as a whole rose nearly $1 
billion to about $18 billion, a total exceeded only in 1955. 
The rise reflected largely an increase in physical volume. 
New nonfarm privately financed housing starts totaled more 
than 1.1 million, one-eighth more than were begun in 1957. 

The course of housing activity through the year provided 
an important stimulus to the recovery in total output that 
began in the late spring. Although builders showed some 
hesitation in starting new houses in the first quarter—ap- 
parently under the influence of the sharp cutbacks in em- 
ployment and output that were occurring—the seasonally 
adjusted rate of private starts increased steadily after March 
and by yearend had reached an annual rate in excess of 1.4 
million. Expenditures, after some slackening in the spring, 
rose to a seasonally adjusted annual rate of more than $20 
billion in the last two monihs of the year. 

Last year saw a postwar record in the number of multi- 
family units started—a continuation of the rise in this type 
of construction that began in late 1956. Average unit costs 
of one family houses was lower last year, largely because of 
an increase in the proportion of starts in the South and West, 
where houses are relatively smaller and less expensive. 


Rise in Government-assisted starts 


As in prior years, conditions in the money markets exerted 
a strong effect of contracyclical nature on units started with 
the assistance of Government-underwritten home mortgages. 
With demands for investment funds reduced because of the 
decline in plant and equipment expenditures and the wide- 
spread liquidation in business inventories, lenders turned in- 
creasingly to home mortgages as a profitable outlet for 
loanable funds. 

This development was abetted in particular by the passage 

ew Federal housing legislation in the spring and the 
issuance of new regulations by Federal housing agencies. 
The purpose of these actions was to make government- 
backed home mortgages more attractive to lenders (via 
higher interest rates and support of secondary mortgage 
market operations) and to home purchasers (through lower 
downpayment requirements). 

As the bottom panel of the accompanying chart shows, 
starts of conventionally financed units—which have typically 
been relatively sluggish—were little changed from the previous 
year. On the other hand, there was a sizable advance in the 
government-aided portion, reflecting a very strong upsurge in 
starts under FHA programs. The 295,000 units started with 
FHA help was the highest since1950 and represented a 75 
percent increase over 1957, which was the lowest FHA year 
n more than a decade. For 1958 as a whole, starts unde! 
the VA program dropped for the third year in a row to th 

t since the very early postwar period 
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percent and the FNMA support program, however, did 
stimulate lenders’ interest in the sagging VA program, and 
appraisal requests for VA homes showed a pronounced im- 
provement starting in the second quarter of the year, 
followed by a pickup in starts in the second half. 


Nonresidential construction lower 


After rising to a new high in 1957 private construction 
other than residential declined by almost $1 billion, o: 
5 percent, in 1958. This was the largest decrease in this 
category in the postwar period and the first to occur since 
1949, 

Most of the decrease centered in industrial construction, 
which had been in the forefront of the capital goods boom 
of 1955-57. Seasonally adjusted expenditures in this group 
peaked in the second quarter of 1957 and declined steadily 
through the third quarter of 1958. With the recovery in 
the demand for industrial products there was some evidence 
of a leveling out in these expenditures in the final quarter 
of the year but at a rate more than 45 percent below the 
previous peak. 
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lable 8.—Farm Gross National Product 











COLLOI in 


Domestic consumption of U.S the crop yea 
beginning August | has been running slightly ahead of a vear 
earlier, but exports have declined Total disa arance ol 
U.S. cotton during the current crop year is estumated to be 
about equal to the 11.5 million bales harvested in 1958 
Outside the | nited States, however, cons ImMption Is lageoing 
and production increased in 1958, resulting in an increase in 
foreign supplies. 

The Agricultural Act of 1958 liberalizes acreage allotments 
for 1959 and 1960 for U.S. cotton producers who are willing 
tO accept a lowe! support price, and proy ides for a reduction 





SURVEY OF CURRENT BUSINESS 19 


domestic sale price of cotton. In addition, the export 

price vered by an increase in the export subsidy. 
Wheat production in 1958 was nearly 1.5 million bushels, 
p &§ from other recent years during which carry- 
overs had been gradually reduced to below 1 billion bushels. 
Most of t se in wheat production in 1958 over the pre- 
| vas in the winter wheat area, where increases in 
1 yield per acre were both substantial. The 
eded in the fall of 1958 to be harvested this year 
same acreage as that harvested last vear, but 
less favorable (January 1959) than a 


» OU De 


ts were 


rrain situation has been in greater disequilibrium 
period of time than has either the cotton o1 
et In contrast with cotton, where supplies had 
cent vears and production was below average, 
it where the rise in surplus was due to the single 


Table 9.—Farm Production 
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vears most of the increase in carryover is 

n Government stocks. The quantity of 

ns carried over outside the price support programs 
her stable for the past few years. 

trictions on corn plantings ended with the 1958 

In the vear in a referendum corn producers rati- 

ision of the Agricultural Act of 1958 for a new 

am without controls. Price supports for all pro- 

be available at 90 percent of the average price 

produce ers for the three preceding calendar years, 

han 65 percent of parity. The national average 

for the 1959 corn crop is estimated to be 

to $1.15 per bushel as compared with the 

the 1958 erop of $1.36 for compliance loans and 


nore ompliance loans in the commercial corn area 


ile feed-livestock price ratios have brought an in- 
feed utilization, and a rise in the number of live- 
and poultry on farms was a prominent feature of 1958 
poultry industry showed a considerable ex- 

1958 and prices dropped sharply during the 

Broiler production for the year 


the year 
Ege production was 


t 15 percent from 1957. 
earlier in the first half of the year, but rose 
: ‘ le year-ago rate late in the year At yearend evo 
prices had declined and feed prices were up but farmers re- 
raise almost as many replacement 
and egg production will con- 


ported intentions to 
in 1959 as last year, 

inue higl 
\ention has already been made of the expansionary trend 
n livestock numbers during 1958. In the early stage of such 
however, meat animals marketings showed little 


or no increase. During most of 1958, meat production con 
tinued the decline which had been a significant feature of 
1957 and prices were the highest in a number of years 
meat production showed some expan 
chiefly because of in 
creased slaught red The 
pring ipal increase Was In pork as the larger crop of pi far 
harrowings 


Toward the yearend, 
sion, aside from seasonal influences 
marketing weights of animals 
rowed in the spring moved slowly to market 
were up again in the fall and intentions to farrow in the 
spring of 1959 show a further rise, so that the upward trend 
in pork production which was barely visible at the end of 
1958 is expected to provide a substantial rise in pork suppli 
during the current year 

Fed cattle slaughter also showed 
months of 1958 making up for the light marketings of range 
cattle as producers held back stock in order to expand herds 
Prospects at yearend were for continued heavy marketings of 
fed cattle for a few months and relatively light marketin 
of grass cattle for a considerable period Because of the re 
latively long life cycle for cattle, no appreciable increase in 
the number slaughtered is expected in 1959 

Milk production in 1958 was little changed from the pre 
ceding year, and prices received averaged slightly lower re 
flecting reduced support prices for dairy 
products. This was one of the few areas in which the gap 
between production and consumption was narrowed. A 
smaller quantity of dairy products, especially cheese, was 
purchased by the CCC for price support purposes in 1958 
than a year earlier. 

Preliminary estimates of farm gross national product show 
a large increase in 1958 following a period of a few years of 
little change. In constant (1954) dollars the estimate of 
$22.2 billion is up 7 percent from 1957 
farms shows a nearly comparable decline, so that the output 
per farm worker is up substantially. During the past 
ades Farm GNP per worker has risen at an average annual 
rate of 3 percent, appreciably higher than in the nonfarm 


Retail Sales 


By the early fall of 1958, retail sales had recovered all of 
the moderate decline that occurred between the peak of the 
Summer of 1957 and the low reached in February March 
1958S. At yearend, sales established a new high 

For the vear as a whole, sales of $200 billion were about 

Since prices al retail were up on the avel 


some rise in the late 


manufactured 


The work force on 


3 dee 


sector. 


the same as in 1957. 
age 2 percent, the volume of sales was correspondingly less 

The strength of consumer buying was an important factor 
in the shortness of the business decline. Consumer purchas 
ing as pointed out in an earlier section, was a stabilizing 
influence. Consumers were willing to purchase in line with 
their incomes, with the rise in transfer payments counter 
balancing to a considerable degree a lessened willingness to 
take on additional consumer debt This was a characteristi 
of the 1957-58 recession as it has been in other periods of 
declining economic activity. 

As compared to the pattern in the two previous postwar 
cycles, however, the behavior of sales except at the very 
close of 1958, was somewhat less favorable—a development 
traceable in part at least to the larger stock of automobiles 


in use now than at these earlier periods 


Durable sales recover 


The strengthening of demand occurred in all lines of r 
tailing, with the notable exception of the automotive group 
With lower automobile demand, durable goods store sales 
as a whole remained well below the previous year’s figures 
until the last quarter of the year. Then the pickup in sales of 
1959 model cars was instrumental in bringing the durables 
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Gasoline service station receipts, after a brief decline in 
the fourth quarter of 1957, rose to new highs in 1958 De- 
mand for motor fuel and establishments 
depends only ith part on sales of new cars and the volume 
of business has steadily increased with the growth in motor 


services at such 


vehicle registrations 

Sales at drug stores showed a somewhat different pattern. 
The peak of activity was actually reached in October 1957 
during the height of the influenza epidemic; sales fell off 
somewhat from the October peak at yearend Reflecting, 
in part, the continued increases in prescription volume and 
that of related health aids, drug store sales in the fourth 
quarter of 1958 exceeded somewhat the high quarter of 1957. 


Chain stores better their positions 


Over the past year chain stores have tended to improve 
their relative position in total sales in those lines where they 
account for a significant portion of tl market Sales of 
chain stores generally fell relatively less or rose more than 
did those of nonchains during both the deflationary and 
expansionary periods in the past year 

With few exceptions—such as lumber and 
the gain in market penetration by 
in recent ye: 


uilding mate- 
the 


This has been 


rials chains Is a 
continuation of the trend 
especially true in the grocery, drug, an 
appliance fields. In the grocery trade t!} steady develop- 
ment of supermarkets, mostly under chain control, and the 
mergers of small with large chains have led to a continuous 
rise in the proportion of grocery business done by organi- 
zations with 11 or more retail outlets Krom 38 percent of 
total sales in 1954, the ratio has risen to 42 per in the 
current period 
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( Yur INTERNATIONAL trade and investments under- 
went major changes last year, with foreign transactions in 
958 resulting in an excess of payments to foreign countries 
of about $ In 1957, we had net receipts of about 
half il billion 

The major reason for this change was the decline in 
merchandise exports from $19.3 billion to $16.2 billion 
\fter reaching this annual rate in the first quarter of 1958, 
exports held steady for the remainder of the year. Trans- 
olving payments abroad, including merchandise 
capital outflows, changed relatively little from 
in the aggregate at least, did not reflect the 
domestic business activity which took place 


» b llion 


actions In 
il iports al 
957 and thus 
fluctuations 
during the veal 

The change to an excess of payments in our international 
transactions was not a new development. Rather, it repre- 
sented a return to the balance we had experienced with a 
short 1950 The excess of payments, 
however, was more than twice the average during the years 
1950-56 and almost as large as in 1950 when international 
business was under the influence of such extraordinary 
events, as the devaluations of the major European currencies 
during the second half of 1949 and the outbreak of Korean 
hostilities in mid-1950 


interruption since 


Nature and size of net payments 


About $2.3 billion of the net payments of $3.3 billion in 
1958 was made in gold. The gold outflow was considerably 
larger than in 1950, and, in fact, was the highest on record 
for a single yea 

During the vears 1952-56 which, except for the last 

nths were relatively free of international developments 

ating major disturbances in our foreign transactions, the 

cess of our foreign payments averaged about $1.4 billion 

Together with purchases of newly mined gold, 

pavments enabled foreign countries as a whole to 

their gold and liquid dollar resources by an amount 

nt to facilitate the growth in international trade 
hich took place during that period. 

The excess of payments at that time and of that magnitude 
was, therefore, benefi ial to the world economy and indirectly 

the United States 

The rise in our exports of goods and services by about 
$3.6 billion per vear between that period and 1958 was more 
than needed to match the $3.3 billion rise in our imports 
but not enough to balance also the additional dollar out- 
particularly private in 


flow through other transactions, 
stments a d credits 
To some extent the rise in net payments in our foreign 
transactions from the 1952-56 period was due to circum- 
tances which are likely to be of relatively short duration, 


hut more basic developments may also have been responsible. 


/ rports lowered by slower business abroad 


i United States exports In 1958 did not achieve 
alance with the current dollar outflow was in part 
té mporary cessation in the expansion of European 
and the development of excess capacities abroad 


in basic industries such as coal mining, steel production, 
and cotton textiles which affected a large segment of United 
States exports. 

The easier supply conditions in Europe which enhanced 
the competitive position of European industry, and reduced 
European imports from other raw material producing areas 
may, indirectly, have affected United States exports to these 
areas as well, 

Also important were the recessions in Canada and Japa 
which reduced our exports to these countries considerably 
more than the curtailment of our imports from them with 
lower business activity here 

Just as in the United States, the slowdown in business 
activity abroad—or at least in the rate of economic growth 
affected primarily the demand for capital goods. In many 
countries consumer demand was well maintained or con 
tinued to rise In Canada, the demand for consumer dur- 
ables followed a pattern similar to that as in the United 
States, but the swings were less wide than here. In Europe 
the rising output of consumer durables, particularly auto- 
mobiles, was one of the major factors contributing to 
economic stability. 

While American industry was adversely affected by the 
world-wide decline in the demand for capital goods, and the 
growing competition in this ficld from other countries, it 
did not generally benefit from the expanding markets for 
consumer goods abroad. In part this may be attributed to 
foreign restrictions on imports of consumer goods imposed 
in earlier years when the use of dollar exchange for imports 
of capital goods or important raw materials, or for the 
build-up of reserves, had higher priority 

Another temporary factor was the decline in incomes on 
direct foreign investments in 1958 which were about $200 
million lower than in the previous year although the value 
of foreign investments from which the income was derived 
was substantially higher The decline reflected — the 
weakening of markets for petroleum, metals, and other 
industrial materials. (The effects of the recent tax increase 
in Venezuela are not yet reflected in these figures.) As 
business conditions here and abroad improve receipts from 
that source should be expected to rise again 


Food imports add to dollar outflow 


Other factors which may be considered temporary con- 
tributed to the rise in net payments by raising our imports 
Among these were the declines in the domestic output of 
certain foodstuffs, including meat, fish, sugar, and certain 
vegetables. During the first 10 months of 1958 the increase 
in such imports over the corresponding period of 1957 was 
about $260 million and thus offset to some extent the decline 
in those imports which are more sensitive to changes in 
domestic production. However, a large part of the food 
imports came from countries which spent their current 
dollar earnings rather than increase their reserves. The 
additional expenditures in these countries probably kept 
United States exports higher than they would have been 
in their absence, and to that extent did not contribute to 
the imbalance in our overall foreign transactions, 
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Exports to the industrial countries of Europe, wl 
recent years supplied to a large extent the marginal demands 
of that area, are still adversely affected by surplus 
and production capacity in the coal and steel industries, and 
by low production of cotton textiles umption ol 
exports of these produets which were 26 | the 
decline between 1957 and 1958 may not be expected until 
business activity in Europe has reached her levels 

The rise past yeal wever, has 
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